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SUBJECT: 


While official sources and the business group directly involved 
have remained uncommunicative on the details of the recently concluded 
oil agreement between a group of Japanese businessmen and the Saudi 
Arabian Government, the Japanese newspapers here reported fully on the 
background of the negotiations, on the agreement itself and on further 
plans of the Japan-Arabian oil company. The articles published in the . 
Asahi Shimbun, which are attached in translation, may be of interest 
in this connection. Their contents could not be verified by the Embassy 
but are believed to be substantially correct. 
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From_Tokyo 
ss Asahi Shimbun, December 13, 1957 a 


In a press interview given on December 12 by Mr.’ Taizo ISHIZAKA, President 
of FEO, and representative promoter of Arabian Oil Company, an announcement was 
made stating that a telegraphic message had been received from Mr. Taro YAMASHITA, 
President of Japan Petroleum Export Company, and Mr. Katsunosuke OKAZAKI, adviser 
to the company, to the effect than "an agreement was signed with the Government 
of Saudi Arabia on DecemB r 10." According to this message, Mr. Yamashita's 
party will stay in Beirut for about five days before proceeding to Kuwait. It is 
believed by interested circles that an agreement will also be signed with the 
Government of Kuwait in the near future. 


The negotiations for the development of oil in Saudi Arabia, which had been 
conducted by Mr. Yamashita with the support of the Government and business circles 
for the past four months with considerable difficulties, have finally culminated 
in the signing of the agreement with the Government of Saudi Arabia, and it is 
expected that a similar agreement will be signed with the Government of Kuwait. 

It is further expected that the Arabian Oil Company (capital ¥3.5 billion), the 
establishment of which has been promoted by Mr. Ishizaka and others, will be 
finalized as soon as Mr. Yamashita returns to Japan, and the exploration work 
tndertaken in early next January in the offshore area located off the coast of 
the neutral zone between Kuwait and Saudi Arabia. This would mean that Japan will 
embark upon the new venture of developing offshore oil. 


In view of the fact that it was the first experience for Japan to conduct 
negotiations for the everseas development of oil, Mr. Yamashita has learned how 
severe the international competition for the acquisition of an oil concession was. 
When Mr. Yamashita visited Saudi Arabia in the latter part of last July, he soon 
found out that several American oil companies, Italian Oil Development Corporation 
(ENI) and officials of the Australian Government had been working on the Govern- 
ment of Saudi Arabia. The U.S. side had proposed the terms which were much more 
attractive than those of Japan. The Italian side had offered the ratio of 75 per- 
cent for the Arabian share of profits, with the result that the negotiations hit 
the snag on a number of occasions. The provisional agreement signed last March 
and pro-Japan leaders of the Saudi Arabian Government were the factors for 
successful conclusion of the agreement despite these competitions. 


The terms of the agreement, however, have turned out to be not so favorable 
as they were originally anticipated. According to the agreement, an annual rental 
of $3 million ($1.5 million to Saudi Arabia and $1.5 million to Kuwait) must be 
paid until the daily production -of oil reaches 1,500 barrels. When the daily 
production exceeds this quantity, annual bonus of $2 million must be paid retro- 
actively from the date of signing the agreement, which will be appropriated for 
the acquisition by Saudi Arabia and Kuwait of shares of the Arabian Oil Company. 
The ratio of profit sharing is 56% for Saudi Arabia and Kuwait and 44% for Japan, 
with the minimum payment of $5 million a year. These terms represent the departure . 
from the international principle of sharing profits on a 50-50 basis. Although 
Italy has set a precedent in breaking this principle in Iran, criticisms would | 
seem to be forthcoming from American and British oil interests. | 
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Fro: 
; Since the revenue of Arabian governments accrue largely fran oil, the oil 


administration is their biggest problem. It has been the long-cherished desire 
of the Saudi Arabian Goverrment to revise the oil agreement signed some thirty 
years ago with ARAMCAO which used to monopolize the oil concession in the 
country more favorably. For this reason the Saudia Arabian side had strongly 
insisted that the .rabian Oil Company should engage in the integrated operation 
of oil extracting, oil refining, and sales and further that the sales of oil 
should be conducted in acgordance with international prices. These points have 
been spelled out in the agreement. Since the agreement represents a new forn, . 
it is likely to attract the international attention. 


The Arabian Oil Company will ask Geographical Service nga nega an 
American firm which is exploring oil off the coast of Akita’ since last fall, 

to undertake the exploration starting from early next January so that some pros- 
pects may be obtained by next April. If the prospects are good, the services 

of an American firm specialized in this field will be asked to send platforms 

to start drilling from December next year. It is planned that 3 or 4 trial 
drillings will be undertaken during 1959 so that oil may be extracted from the 
latter part of 1960 on. The success of this venture will, therefore, depend 
primarily upon the work to be undertaken during the 1959-60 period, It is anti- 
cipated that ¥600 million will be required for the prospecting work and #1 billion \ 
for each trial drilling. The annual expenditure of the new company will be about 
¥1,080 million including the rental payment, which will be taken care of by 

capital of the company plus loans from the Export Import Bank of Japan. The 

company will plan to produce 10 million kiloliters of oil (about 63 million 

barrels) a year. The total investment of ¥50 billiorf will have to be made by 

that time. Whether or not the Japanese business circles will be able to finance 
this fund appears nevertheless problematical. ~ ate Myo wilh 


2. Asahi Shimbun, December 14, 1957 (Despatch from Beirut by an Asahi correspondent) 


Additional Details of the Agreement 


The exploration period is limited to 4} years and the rental is payable 
during the period of exploration only; the term of the agreement is 40 years; 
20 per cent of the total shares of the Arabian Oil Company, to be organized under 
Japanese laws, will be subscribed by the Arabian side, Japan subscribing 80 per 
cent; one=third-of the directors (but less than 4) of the company will be repre- 
sented by the Arabian side; the~Arabian Oil Company will conduct the depreciation 
of its assets in accordance with the Japanese law or American law, whichever is 
more favorable to the Arabian side; expenditures of the company, which are incurred 
during the period of exploration, are not subject to depreciation; the agreement 
is subject to renewal after the expiration with Japan retaining priority over other 
foreign firms, but Japan will be placed on an equal basis with Arabian firms 3 after 
the expiration of the agreement,°all assets of the company located in Saudi Arabia 
and Kuwpit will be delivered to the respective governments without compensation; 
and as regards the company's assets located outside these countries, 56 per cent 


of the remaining assets after depreciation will be turned over to Saudi Arabia | 
_ | 
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